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MEMORANDUM FOR DISTRIBUTION

Subj : WEAPON SYSTEM WARRANTIES

Encl: (1) OUSD(DDP) memo of 16 Sep 1996
(2) ASN(S&IJ) memo of 8 Sep 1986

Enclosure (1) reports that the cost-effectiveness of weapon
system warranties has not been adequately documented. In-process
and post-award assessments have frequently not been performed.

The Navy expects its suppliers to provide equipment which
meets performance requirements and is free from defects in
materials and workmanship. We do not expect to pay extra for
these basic contract requirements. Enclosure (2) continues to be
an accurate summary of Navy warranty policy.

In those exceptional instances where the Navy is required to
pay for warranties, there can be no presumption of cost-
effectiveness. A cost-benefit analysis must be performed, and
requests for waiver of warranty requirements must be submitted,
whenever a warranty is not advantageous to the Government.

Elliott B. Branch
Executive Director
Acquisition & Business

Management
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ACQUISITION AND September 16, 1996
TECHNOLOGY

DP/DSPS

MEMORANDUM FOR DIRECTORS OF DEFENSE AGENCIES
DEPUTY FOR ACQUISITION AND BUSINESS MAN AGEMENT ,

ASN (RD&A) /ABM
DEPUTY ASSISTANT SECRETARY OF THE AIR FORCE

(CONTR ACTING ), SAF/AQC
DIRECTOR, PROCUREMENT POLICY, ASA(RD&A)/SARD-PP
DEPUTY DIRECTOR (ACQUISITION), DEFENSE LOGISTICS AGENCY

Subject: 10 U.S.C. 2403 Weapon System Warranties

Recently the GAO completed a review of weapon system warranties
required by 10 U.S.C. 2403 (GAO/NSIAD-96-88). The GAO recommended to
Congress that this law should be repealed. The GAO also made some
recommendations to the Department which identify actions needed to
ensure we only obtain cost-effective warranties.

Warranties should not be obtained if they are not cost-effective
or are inconsistent with the national defense. It is imperative that
a cost-benefit analysis be accomplished to determine the cost-
effectiveness of the warranty. DFARS 246.770-2 and 246.770-7 provide
guidance on cost-benefit analyses. The cost-benefit analysis should
consider government administrative costs and realistically reflect the
likelihood of warranty claims. It should also consider the present
warranty costs versus future expected benefits.

In-process and post-award assessments provide information needed
to determine the overall effectiveness of a warranty. These
assessments sometimes have not been accomplished and, when
accomplished, have not always been considered in follow-on cost
benefit analyses. It is important that the Department use these tools
and consider the effectiveness of prior contract warranties in follow-
on cost-benefit analyses.

Statute stipulates that weapon system warranty waivers must be
approved at a level no lower than the Assistant Secretary of Defense
or the Military Departments and requires Congressional notification.
The GAO recognized these statutory requirements discourage pursuit of
warranty waivers, but also provided one example of a very cumbersome
internal waiver approval process. Please review your waiver approval
process to ensure it is efficient.

Eleanor R. Spector
Director, Defense Procurement
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MEMORANDUM FOR THE COMMANDERS OF NAVAL SYSTEMS COMMANDS
DEPUTY CHIEF OF STAFF FOR INSTALLATIONS AND
L O G I S T I C S , HEADQUARTERS, U. S. MARINE CORPS
DIRECTOR, STRATEGIC SYSTEMS PROJECT  OFFICE
CHIEF OF NAVAL RESEARCH
COMMANDER, MILITARY SEALIFT COMMAND

Subj: WARRANTIES

R e f : ( a )  DOD FAR SuPPIemenC (DFARS) S u b p a r t  46.7
( b )  Federal i Acquls J t  Jon Regul at I o n  ( F A R )  3 1 . 2 0 5 - 3 9
(c) Federa I Acqujs I t Jon Regul a t  Ion ( F A R )  4 6 . 7 0 7

T h e  u s e  o f  warranties in the Procurement of weapon systems Is 
m a n d a t o r y  w h e n  I t e m s  t h a t  c a n  b e  u s e d  directly b y  t h e  N a v y  to
c a r r y  o u t  c o m b a t  m i s s i o n s  m e e t  t h e  t h r e s h o l d s  e s t a b l i s h e d  in
r e f e r e n c e  ( a ) .

T h e  basic elements o f  t h e s e  w a r r a n t i e s  a r e  a s  f o l l o w s :

o C o n f o r m a n c e  to design a n d  m a n u f a c t u r i n g  r e q u i r e m e n t s

o F r e e d o m  f r o m  d e f e c t s  I n  m a t e r i a l s  a n d  w o r k m a n s h i p

o C o n f o r m a n c e  to e s s e n t i a l  p e r f o r m a n c e  r e q u i r e m e n t s

T h e  s a m e  e l e m e n t s  o f  w r i t t e n  w a r r a n t i e s  a r e  t h e  basic
e x p e c t a t i o n s  w i t h  w h i c h  w e  e n t e r  d e v e l o p m e n t  a n d  p r o d u c t i o n
c o n t r a c t s . T h e  c o n t r a c t o r  should b e  d e v e l o p i n g  the I t e m  t o  m e e t
t h e  p e r f o r m a n c e  r e q u i r e m e n t s . A  qua lity  s y s t e m  should e x i s t  to
a s s u r e  c o n f o r m a n c e  c o  d e s i g n  a n d  f r e e d o m  f r o m  d e f e c t s  I n
m a n u f a c t u r e  a n d  w o r k m a n s h i p . I t  f o l l o w s  that  w e  s h o u l d  e x p e c t
c o n t r a c t o r s  t o  m e e t  their o b l i g a t i o n s  without the need to n e g o t i a t e
a d d i t i o n a l  w a r r a n t y  c o s t s .

W h i l e  i t  i s  n o t  a p p r o p r i a t e  t o  n e g o t i a t e  a d d i t i o n a l  c o s t
f o r  a  w a r r a n t y  u n d e r  t h e s e  condltlons, it  may be  r e a s o n a b l e  t o
c o n s i d e r  t h r o u g h  a d d i t i o n a l  p r o f i t  t h e  a d d e d  r i s k  t o  a  C ontra ctor
f o r  c o s t s  w h i c h  m a y  b e  I n c u r r e d  i n  s a t i s f y i n g  t h e  c o n d i t i o n s  o f  a
w a r r a n t y . T h e  d e g r e e  o f  r i s k  w i l l  b e  related t o  t h e  c o m p l e x i t y  o f
t h e  d e s i g n  a n d  m a n u f a c t u r i n g  r e q u i r e m e n t s  and the  d i f f i c u l t y  I n
m e e t i n g  essential  p e r f o r m a n c e  r e q u i r e m e n t s . T h e  r i s k  a s s o c i a t e d
w i t h  a  w a r r a n t y  must  b e  q u a n t i f i e d  a n d  d o c u m e n t e d  I n  b u s i n e s s
c l e a r a n c e s .



It is r e c o g n i z e d  t h a t  u n d e r  c e r t a i n  u n u s u a l  c i r c u m s t a n c e s
c o n t r a c t o r s  could not  have satlsfied warranty r e s p o n s i b i l i t i e s  In
t h e  d e s i g n ,  d e v e l o p m e n t  a n d  p r o d u c t i o n  c o n t r a c t s . Examples m a y
I n c l u d e  w a r r a n t i e s  e x c e e d i n g  specificatlon r e q u i r e m e n t s  o r  c a s e s
i n  w h i c h  t h e  c o n t r a c t o r  w a s  n o t  Involved In d e s i g n  a n d  d e v e l o p m e n t .
I n  t h e s e  c a s e s ,  i t  m a y  b e  a p p r o p r i a t e  t o  n e g o t i a t e  addltlonal
w a r r a n t y  c o s t s . warranty costs must be evaluated and the

c o s t / b e n e f i t  a n a l y s i s  should b e  d o c u m e n t e d  i n  b u s i n e s s  c l e a r a n c e s .

T h e  prevlslons o f  r e f e r e n c e s  ( b )  a n d  ( c )  should be f o l l o w e d
i n  I m p l e m e n t i n g  t h i s  lpo l icy iw h i c h  IS e f f e c t i v e  f o r  a l l
p r o c u r e m e n t s  f o r  w h i c h  a p p r o v a l  o r  c l e a r a n c e  h a s  n o t  b e e n obtained

EVERETT PYATT
ASSISTANT SECRETARY OF THE NAVY

(SHIPBUILDING AND LOGISTICS)


